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REPORT OF THE AUDITOR-GENERAL TO THE NORTH WEST PROVINCIAL LEGISLATURE 

AND THE COUNCIL ON THE RUSTENBURG LOCAL MUNICIPALITY 

REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS 

Introduction 

1. I have audited the consolidated and separate financial statements of the Rustenburg Local 
Municipality and its subsidiaries set out on pages XX to XX, which comprise the consolidated 
and separate statement of financial position as at 30 June 2012, the consolidated and 
separate statement of financial performance, statement of changes in net assets and the cash 
flow statement for the year then ended; and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibility for the consolidated financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
consolidated and separate financial statements in accordance with the South African 
Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) and the 
requirements of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act of South Africa, 201 1 (Act No. 6 of 201 1) 
(DoRA), and for such internal control as the accounting officer determines is necessary to 
enable the preparation of consolidated and separate financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor-Generars responsibility 

3. My responsibility is to express an opinion on these consolidated and separate financial 
statements based on my audit. I conducted my audit in accordance with the Public Audit Act 
of South Africa, 2004 (Act No. 25 of 2004) (PAA), the General Notice issued in terms thereof 
and International Standards on Auditing. Those standards require that I comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance about whether 
the consolidated and separate financial statements are free from material misstatement, 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated and separate financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of material 
misstatement of the consolidated and separate financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the 
entity's preparation and fair presentation of the consolidated and separate financial statements 
in order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating the 
overall presentation of the consolidated and separate financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my qualified audit opinion. 
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Basis for qualified opinion 

Property, plant and equipment 

6. I was unable to obtain sufficient appropriate audit evidence that the municipality reviewed the 
useful life and the residual value or considered if there was any indication of impairment of 
other assets of R105 705 867 as required by SA Standards of GRAP, GRAP 17, Property, 
Plant and Equipment As a result, I was unable to obtain sufficient appropriate audit evidence 
to confirm the accuracy of depreciation of R23 527 854 (201 1 ; R29 258 747) included in the 
R3S5 789 105 (2011: R384 573 183) disclosed in note 9 of the separate and consolidated 
statement of financial performance. The municipality’s system did not allow the performance of 
alternative audit procedures to confirm the valuation and allocation of property, plant and 
equipment. Consequently I was unable to determine whether any adjustments were necessary 
to the amount property, plant and equipment of R5 894 622 494 (201 1 : R6 081 062 311) and 
R6 230 087 943 (2011: R6 245 197 710) or depreciation of R385 789 105 (2011: 

R384 573 183) disclosed in note 9 of the separate and consolidated statement of financial 
position and financial performance respectively. 

Revenue from exchange transactions 

7. The municipality did not have adequate systems in place to maintain accurate billing of various 
sources of revenue. As a result of inaccurate biiling, incorrect tariffs being charged and 
consumers being billed on estimates for long periods of time, I was unable to verify the 
occurrence, accuracy, completeness and cut-off of revenue amounting to R87 644 806 
included in amounts disclosed as sale of electricity included in service charges of 

R842 207 066 (2011: R1 006 687 553) in note 25 to the separate and consolidated annual 
financial statements. 

8. I was unable to obtain sufficient appropriate audit evidence to determine the occurrence, 
classification, cut-off and accuracy of rental of facilities of R 28 296 699 (201 1 : R 29 036 492) 
and other income of R 21 435 010 as disclosed in the separate and consolidated statement of 
financial performance. The municipality's system did not allow the performance of alternative 
procedures. Consequently I was unable to determine whether any adjustments to rental of 
facilities were necessary. 

9. During 201 1 , I was unable to obtain sufficient appropriate audit evidence to determine the 
accuracy, completeness and occurrence of the sale of water of R279 359 241 and 

R241 110 688, disclosed in note 25 to the separate and consolidated financial statements. My 
audit opinion on the financial statements for the period ended 30 June 201 1 was modified 
accordingly. My opinion on the current period's financial statements is also modified because 
of the possible effect of this matter on the comparability of the current period’s figures. 

10. During 201 1 the municipality did not apply the correct interest rate as per their credit control 
policy leading to consumer debtors and interest earned on outstanding debtors of 

R100 187 483 as disclosed in the separate and consolidated statement of financial 
performance being understated by R48 800 701. My audit opinion on the financial statements 
for the period ended 30 June 201 1 was modified accordingly. My opinion on the current 
period’s financial statements is also modified because of the possible effect of this matter on 
the comparability of the current period's figures. 

Revenue from non-exchange transactions 

11. The municipality did not have adequate systems in place to maintain accurate billing of various 
sources of revenue. As a result of incorrect tariffs being charged, I was unable to verify the 
occurrence, accuracy and completeness of revenue amounting to R13 607 620 included in 
amounts disclosed as property rates of R177 800 391 (2011; R165 347 437) in note 23 to the 
separate and consolidated annual financial statements. 
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Receivables from exchange transactions 

12. The municipality did not have adequate systems in place to maintain accurate billing of various 
sources of revenue vi/hich directly impacts debtors. As a result, I was unable to obtain 
sufficient appropriate audit evidence to determine the completeness, valuation and allocation, 
rights of receivables from exchange transactions of R265 702 041 (2011; R175 206 324) and 
R273 306 183 (2011: R187 734 003) as disclosed in the separate and consolidated annual 
financial statements. In addition sufficient appropriate audit evidence was not available to 
confirm the existence, rights and valuation and allocation of the amounts disclosed as part of 
receivables from exchange transactions amounting to R8 199 246. The municipality’s system 
did not allow the performance of alternative audit procedures due to various control 
weaknesses identified. Consequently I was unable to determine whether any adjustments 
were necessary to the receivables balance. 

Receivables from non-exchange transactions 

13. The municipality did not have adequate systems in place to maintain accurate billing of various 
sources of revenue which directly impacts debtors. As a result, I was unable to obtain 
sufficient appropriate audit evidence to determine the completeness, valuation and allocation, 
rights of receivables from non-exchange transactions of R 92 856 838 (2011; R54 860 486). 

In addition, sufficient appropriate audit evidence was not available to confirm the existence, 
rights and valuation and allocation of the amounts disclosed as payments made in advance of 
R3 001 556 and sundry debtors of R6 807 989 included in receivables from non-exchange 
transactions of R59 320 604 in note 5 of the separate and consolidated annual financial 
statements. I was unable to confirm the transactions related to the relevant balances by 
alternative means. Consequently I was unable to determine whether any adjustments to the 
accounts receivable from non-exchange transactions were necessary. 

Payables 

14. The municipality did not have adequate systems in place to maintain records of accounts 
payable, which resulted in retentions being overstated by R5 474 763. In addition, sufficient 
appropriate audit evidence was not available for payables of R18 387 418 included in amounts 
disclosed as other creditors amounting to R63 813 442 in note 16 to the separate and 
consolidated financial statements, Sufficient appropriate audit evidence was not available for 
amounts of R6 054 263 included in amounts disclosed as payments received in advance 
amounting to R40 539 518 in note 16 to the separate and consolidated financial statements. 
Consequently, I was unable to determine whether any further adjustments were necessary to 
the amount disclosed for accounts payable. 

15. During 201 1 I was unable to obtain sufficient appropriate audit evidence for payables of 

R54 172 989 included in payables of R179 564 617 and R196 937 272 disclosed in note 16 to 
the separate and consolidated financial statements, f was unable to confirm the expenditure by 
alternative means. Consequently I was unable to determine whether any adjustments to this 
amount and retained earnings were necessary. My audit opinion on the financial statements 
for the period ended 30 June 201 1 was modified accordingly. My opinion on the current 
period’s financial statements is also modified because of the possible effect of this matter on 
the comparability of the current period’s figures. 

Employee related cost 

15. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
occurrence, accuracy and cut-off of overtime payments of R27 621 504 (2011; R25 854 565) 
included in employee related costs of R347 095 304 (2011; R320 524 379) and R349 933 100 
(201 1; R322 647 381) disclosed in note 29 to the separate and consolidated financial 
statements. I was unable to confirm the correctness of the balance by alternative means. 
Consequently, I was unable to determine whether any further adjustments were necessary to 
employee related cost. 
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Irregular expenditure 

16. I was unable to obtain sufficient appropriate audit evidence that awards amounting to 

R19 213 205 were made to suppliers in terms of the municipality’s supply chain management 
policy. I was unable to confirm the completeness of the irregular expenditure by alternative 
means. Consequently I was unable to determine whether any adjustments were necessary to 
irregular expenditure of R73 466 505 (201 1:R8 871 954) as disclosed in note 41.2 to the 
separate and consolidated annual financial statements. 

Unspent conditional grants and receipts 

17. There was an un-reconcilable difference of R6 285 222 between external confirmation 
received from the North West Department of Human Settlement and unallocated grants of 
R1 8 1 14 715 included in unspent grants of R244 204 714 (2011: R103 136 494) disclosed in 
note 17 to the separate and consolidated financial statements. This relates to funds paid over 
for housing projects. Consequently unspent grants as disclosed in note 17 to the separate and 
consolidated financial statements, was understated by R6 285 222. 

Contingent liabilities 

18. I was unable to obtain sufficient appropriate audit evidence to determine the completeness of 
contingent liabilities disclosed in note 47. I was unable to confirm the completeness of the 
contingent liability disclosure by alternative means. Consequently 1 was unable to determine 
whether any adjustments were necessary to the contingent liability disclosure in note 47. 

Commitments 

19. During 2011, the municipality did not have an adequate contract management system in place 
to record, maintain and reconcile their commitments. I was unable to confirm the existence, 
obligations, completeness and valuation of commitments by alternative means. My audit 
opinion on the financial statements for the period ended 30 June 2011 was modified 
accordingly. My opinion on the current period's financial statements is also modified because 
of the possible effect of this matter on the comparability of the current period's figures. 

Expenditure 

20. During 2011, I was unable to obtain sufficient appropriate audit evidence to determine the 
completeness and accuracy of general and contracted service expenditure of R79 402 212. I 
was unable to confirm the expenditure by alternative means. Consequently I was unable to 
determine whether any adjustments to this amount and retained earnings were necessary. My 
audit opinion on the financial statements for the period ended 30 June 201 1 was modifietl 
accordingly. My opinion on the current period’s financial statements is also modified because 
of the possible effect of this matter on the comparability of the current period’s figures. 

Qualified opinion 

21. In my opinion, except for the possible effects of the matters described in the basis for qualified 
opinion paragraphs, the consolidated and separate financial statements present fairly, in ail 
material respects, the financial position of the Rustenburg Local Municipality and its 
subsidiaries as at 30 June 2012 and their financial performance and cash flows for the year 
then ended, in accordance with SA Standards of GRAP and the requirements of the MFMA 
and the DoRA. 

Emphasis of matters 

22. I draw attention to the matters below. My opinion is not modified in respect of these matters. 
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Unauthorised and Irregular expenditure 

23. As disclosed in note 41 to the financial statements, irregular expenditure of R73 466 505 was 
incurred in the current year. 

24. As disclosed in note 41 to the financial statements, unauthorised expenditure of R449 811 217 
was incurred in the current year. 

Material losses 

25. As disclosed in note 37.1 to the financial statements, material losses to the amount of 
R214 119 823 were Incurred as a result of mainly distribution losses of water and electricity. 

Additional matter 

26. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited supplementary schedules 

27. The supplementary information set out on pages 62 to 70 does not form part of the financial 
statements and is presented as additional information. I have not audited these annexures 
and. accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

28. In accordance with the PAA and the General Notice issued in terms thereof. I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

29. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XX to XX of the annual 
report. 

30. The reported performance against predetermined objectives was evaluated against the overall 
criteria of usefulness and reliability. The usefulness of information in the annual performance 
report relates to whether it is presented in accordance with the National Treasury annual 
reporting principles and whether the reported performance is consistent with the planned 
objectives. The usefulness of information further relates to whether indicators and targets are 
measurable (i.e, well defined, verifiable, specific, measurable and time bound) and relevant as 
required by the National Treasury Framework for managing programme performance 
information (FMPPI). 

31 . The reliability of the information in respect of the selected objectives is assessed to determine 
whether it adequately reflects the facts (i.e. whether it is valid, accurate and complete). 

32. The material findings are as follows: 

Usefulness of rnformation 

33. Improvement measures in the annual performance report for a total of 74% of the planned 
targets not achieved were not disclosed as required by section 46 of the Municipal Systems 
Act, 2000 (Act No. 32 of 2000). This was due to inadequate internal policies and procedures 
over the processes pertaining to the reporting of performance information. 

34. Section 41(c) of the MSA requires that the integrated development plan should form the basis 
for the annual report, consequently requiring the consistency of objectives, indicators and 
targets between planning and reporting documents. A total of 100% of the reported indicators 
are not consistent with the indicators as per the approved annual performance. This is due to 
the lack of policies and procedures pertaining to predetermined objectives not having been 
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implemented. 

Reliability of information 

35. The National Treasury FMPPI requires that processes and systems which produce the 
indicator should be verifiable, I was unable to obtain all the information and explanations I 
considered necessary to satisfy myself as to the validity of the actual reported performance 
relevant to 46% of basic service delivery. This was due to limitations placed on the scope of 
my work due to the absence of information systems, the institution's records not permitting the 
application of alternative audit procedures. 

Additional matters 

36. I draw attention to the following matters below. These matters do not have an impact on the 
predetermined objectives audit findings reported above. 

Achievement of planned targets 

37. Of the total number of 68 targets planned for the year, 28 targets were not achieved during the 
year under review. This represents 40% of total planned targets that were not achieved during 
the year under review. This was as a result of the institution not considering relevant systems 
and evidential requirements during the annual strategic planning process 

Compliance with laws and regulations 

38. I performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice XXX issued in terms of the PAA are as 
follows. 

strategic planning and performance management 

39. The parent municipality did not ensure that the annual performance objectives and indicators 
for the municipal entity are established in agreement with the municipal entity and included in 
the municipal entity’s multPyear business plan in accordance with section 87(5){d) of the 
MFMA. 

Procurement and contract management 

40. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids and/ or 
that deviations approved by the accounting officer were only if it was impractical to invite 
competitive bids, as required by SCM regulation 19(a) and 36(1). 

41. Bid specifications for procurement of goods and services through competitive bids were 
drafted in a biased manner that did not allow all potential suppliers to offer their goods or 
services, in contravention of SCM regulation 27(2)(a) 

42. Sufficient appropriate audit evidence could not be obtained that bid specifications were drafted 
by bid specification committees which were composed of one or more officials of the 
municipality as required by SCM regulation 27(3). 

43. Sufficient appropriate audit evidence could not be obtained that invitations for competitive 
bidding were advertised for a required minimum period of days, as required by SCM regulation 

22(1) a 22(2). 

44. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by bid 
evaluation committees which were composed of officials from the departments requiring the 
goods or services and at least one SCM practitioner of the municipality as required by SCM 
regulation 28(2). 
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45. Sufficient appropriate audit evidence could be obtained that contracts were awarded to bidders 
based on points given for criteria that were stipulated in the original invitation for bidding for 
the 2011/2012 year 

46. Sufficient appropriate audit evidence could not be obtained that bid adjudication was always 
done by committees which were composed in accordance with SCM regulation 29(2). 

47. Sufficient appropriate audit evidence could not be obtained that awards were made to bidders 
other than those recommended by the bid evaluation committee without ratification by the 
accounting officer, as required by SCM regulation 29(5)(b). 

48. Sufficient appropriate audit evidence could not be obtained that councillors of the municipality 
did not participate in committees evaluating or approving tenders/quotations, in contravention 
of section 1 1 7 of the MFMA 

49. Sufficient appropriate audit evidence could not be obtained that the preference point system 
was applied in all procurement of goods and services above R30 000 as required by section 
2(a) of the Preferential Procurement Policy Framework Act and SCM regulation 2S(1)(a). 

50. Sufficient appropriate audit evidence could not be obtained that contracts and quotations were 
awarded to bidders that scored the highest points in the evaluation process, as required by of 
section 2(1 )(f) of Preferential Procurement Policy Framework Act. 

51. The contract performance and monitoring measures and methods were insufficient to ensure 
effective contract management, as required by section 116(2)(c) of the MFMA. 

52. Sufficient appropriate audit evidence could not be obtained that contracts were only extended 
or modified after tabling the reasons for the proposed amendment in the council of parent 
municipality, as required by section 116(3) of the MFMA. 

53. Sufficient appropriate audit evidence could not be obtained that construction contracts were 
awarded to contractors that were registered with the Construction Industry Development Board 
(CIDB) and qualified for the contract in accordance with section 18(1) of the CIDB Act and 
CIDB regulations 17 and 25(7A) 

54. Sufficient appropriate audit evidence could not be obtained that contract and quotations were 
only awarded to providers whose tax matters have been declared by the South African 
Revenue Service to be in order as required by SCM regulation 43. 

55. Sufficient appropriate audit evidence could not be obtained that contracts and quotations were 
awarded only to bidders who submitted a declaration on whether they are employed by the 
state or connected to any person employed by the state, as required by SCM regulation 13(c). 

56. Awards were made to providers who are persons in the service of the municipality and whose 
directors are persons in service of the municipality in contravention of SCM regulations 44. 
Furthermore the provider failed to declare that he/she was in the service of the municipality, as 
required by SCM regulation 13(c) 

57. Awards were made to providers who are persons in service of other state institutions or whose 
directors are persons in service of other state institutions, in contravention of SCM regulations 
44, Similar awards were identified in the prior year and no effective steps were taken to 
prevent or combat the abuse of the SCM process in accordance with SCM regulation 38(1). 

58. Persons in service of the municipality whose close family members had a private or business 
interest in contracts awarded by the municipality failed to disclose such interest, as required by 
SCM regulation 46(2)(e) the code of conduct for councillors issued in terms of the Municipal 
Systems Act/ the code of conduct for staff members issued in terms of the Municipal Systems 
Act. 

59. SCM officials/ other SCM role players who or whose close family members had a private or 
business interest in contracts awarded by the municipality participated in the process relating 
to that contract, in contravention of SCM regulation 46(2)(f). 

60. Sufficient appropriate audit evidence could not be obtained that the accounting officer 
implemented measures to combat the abuse of the SCM system as per the requirements of 
SCM regulation 38(1) and 38(1)(b) 
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61. A list of accredited prospective providers was not in place for procuring goods and services 
through quotations as required by SCM regulation 14(1) (a) at the Trust. 

Annual financial statementsj performance and annual report 

62. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of non- 
current assets, current assets, liabilities, revenue and disclosure items identified by the 
auditors in the submitted financial statements were subsequently corrected, but the supporting 
records that could not be provided resulted in the financial statements receiving a qualified 
audit opinion. 

Human resource management and compensation 

63. Sufficient appropriate audit evidence could not be obtained that the municipality complied with 
sec 57A(1) of the MSA which requires that background verification should be performed on 
candidates to ensure that the prospective candidates were not dismissed in the past 10 years 
for financial misconduct in local government, due to corruption or fraud. 

64. The municipality did not submit a report on compliance with prescribed competency levels to 
the National Treasury and relevant provincial treasury as required by the Regulations on 
Minimum Competency Levels regulation 14(2)(a), 

65. The annual report of the municipality did not reflect information on compliance with prescribed 
minimum competencies as required by the Regulations on Minimum Competency Levels 
regulation 14(2)(b) 

Expenditure management 

66. Money owing by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the Municipal Finance Management Act 

Conditional grants 

67. The municipality did not register its master plans for bulk infrastructure with the Integrated 
National Electrification Programme (INEP), as required by the Division of Revenue Grant 
Framework, Gazette No. 34280. 

Revenue management 

68. Sufficient audit evidence could not be obtained that revenue had been reconciled on a weekly 
basis, as required by 64(2)(h) of the Municipal Finance Management Act. 

Internal control 

69. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for adverse opinion, the findings on the annual performance report and 
the findings on compliance with laws and regulations included in this report. 

Leadership 

70. The leadership did not exercise oversight over reporting and compliance with laws and 
regulations and internal control. An effective organisational structure for placing appropriately 
skilled people is not in place. Furthermore, the municipality did not have sufficient monitoring 
controls to ensure adherence to the internal policies and procedures regarding predetermined 
objectives at a programme/objective level, as well as for purposes of taking corrective action. 
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Financial and performance management 

71 . The accounting officer does not exercise oversight over reporting and compliance with laws 
and regulations and internal control as various supporting documentation could not be 
submitted during the audit and management failed to respond to critical audit issues. There 
were insufficient implemented controls to ensure that information in the financial statements 
and the report on predetermined objectives was reliable. This includes key reconciliations and 
development of appropriate accounting policies to ensure that all disclosures required by the 
accounting framework are included. 

Governance 

72, No risk management activities were implemented, including consideration of IT risk, fraud risk 
and performance-related risks. Internal audit and the audit committee did not impact upon the 
procedures and operations of the municipality to resolve the matters raised during the previous 
audit report. 



Rustenburg 


19 December 2012 
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